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SUMMARY 


Sierra Leone has experienced slow rates of growth during the 
1970's due to the Gecline in the mining sector and the 
consequent erosion of its export hase. Some improvement in 
export earnings occurred during 1979 because of the sharp rise 
in international CGiamond prices and a considerable increase in 
the quantity of coffee Sierra Leone sold on the international 
market. 


On the other hand, more recent declines in the world price of 
Giamonds, substantial increases in the price of imports, and a 
continued high level of debt service has resultee in a growing 
gap between both external and internal revenues and 
expenditures. A July 1979 proposed agreement with the 
International Monetary Fund (IMF) for further credit tranche 
drawings, is expected to provide some balance of payments 
relief and strengthen the government's ability to resolve its 
fiscal and monetary problems. The hosting of the 1980 
Organization of African Unity (OAU) Conference in Freetown, 
however, will make it @ifficult for the government to cut 
expenditures as agreed under the terms of the IMF Stand-By 
Arrangement. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Overall Economic Performance 


Since termination of Sierra Leone's initial International 
Monetary Fund (IMF) Stand-By Arrangement in June of 1978, the 
nation-has been confronted with severe foreign exchange 
shortages, growing budgetary and balance of payments cCeficits 
and an annual inflation rate of between 30 and 35 percent. [In 
July of this year, however, the government concludeé 
negotiations with IMF for a second Stanée-By Arrangement. If 
the IMF Board of Directors approves the agreement it will 
provide government with the possibility of regaining control of 
its embattled economy. The IMF credit tranche drawings could 
reduce the foreign exchange crisis through much needed balance 
of payments support and offer the probability of debt 
rescheduling and additional World Bank lending. At the same 

time, government is obligated to comply with IMF mandated 
reforms to limit credit expansion, restrict foreign borrowing 
and control budgetary expenditures. 


The government's Gecision to host the 1980 OAU Conference, 
however, has magnified its already sizeable budgetary deficit 
and debt service payments. Although the government 
acknowledges the fact that the country's future prosperity 
depends upon development of the agricultural sector, domestic 
financing commensurate with its importance has not been 
forthcoming. After the OAU Conference it is assumed that more 
domestic resources will become available to complement the 
generous capital and technological assistance given to this 
sector through international aid programs. 
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Although 1978/79 coffee sales were double those of the previous 
year, agriculture has as yet been unable to displace the primacy 
of the mining sector, even though diamond production and 
earnings are in Gecline. The hooming international diamoné 
market which had cushioned the impact of production shortfalls 
had leveled off by early 1979, re€ucing foreign exchange 
earnings from the mining sector. The combination of OAU 
expenditures superimposed on an over extended and inflated 
economy in a country which has not broacened its agricultural 
base and confronts a down turn in earnings from its principal 
export make successful implementation of IMF reforms of vital 
importance. 


Government Finance 


The overall budgetary deficit for FY 1978/79 of approximately 
Le90 million, the largest ever, is double that of the previous 
fiscal year. Continued deterioration in budgetary performance, 
while to some degree a consequence of rising prices for oil and 
manufactured imports, has been fueled by an unrelenting 
expansion in domestic credit. Credit to government has soared 
as a result of preparations for the 1980 OAU Conference and an 
average rise in public sector salaries of about 15 percent. At 
the same time ,commercial bank lending expanded because 
shortfalls in foreign reserves delayed conversion of Gomestic 
currency for settlement of outstanding irrevocable letters of 
credit. This excess liquidity pushed up an already high import 
demand, forcing government to suspend the issuance of import 
licenses during the first five months of 1979. Although 
scarcities in construction materials, replacement parts and 
food stuffs have developed the situation is expected to ease by 
year's end because of greater central bank control of foreign 
exchange. 


Domestic Industry and Development Assistance 


Diamonds traditionally have supplied the bulk of the nation's 
foreign exchange earnings. Despite declining diamond 
production,high international prices for the nation's diamonds 
and agricultural products, exports to some extent have masked 
the effects of prodcuction declines. 


In February 1978, diamoné export duties were reduced from 7 
percent to 2 ‘percent. This opportune decision came in time to 
reap the benefits of the speculative jump in world diamond 
prices. Lower export taxes reduced smuggling and allowed the 
nation to garner both the benefits of enhanced volume and value 
from its diamond sales. These diamond values and the discovery 
of viable kimberlite pipes have prolonged the life of the 
National Diamond Mining Company and é¢#amond mining. 
Nevertheless the effects of a small devaluation in late 1978, 
which curtailed the majority of legal diamond trading for some 
weeks, aS well as falling world prices in 1979 emphasize the 
fact that the nation must give highest priority to the double 
objective of achieving self-sufficiency in the production of 
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staple foodstuffs and increased production of export crops. 
Major assistance projects to facilitate this end are being 
undertaken by the World Bank's International Development Agency 
(IDA), the European Economic Community, the African Development 
Bank and through bilateral assistance efforts ( including the 
United States) directed toward enhancing the productivity of 
the nation's endowment of fertile lands. At the same time, 
international loans and technical assistance are providing 
growing access to the nation's interior. CARE, through an AID 
grant, is constructing farm to market roads facilitating 
movement of farmer's crops; while German road construction 
assistance will unite LIberia and Sierra Leone across the Mano 
River. Sierra Leone has recently awarded a Pan-African 
Telecommunications contract for installation of 
telecommunications to link it with its neighbors. The recent 
completion of a hotel and conference center, added to the 
country's beautiful beaches, offers opportunities for trade and 
modest investment. 


Foreign Trade 


Sierra Leone recently has taken positive steps toward improving 
its commercial potential. These measures include the formation 
of a customs union with Liberia -- the Mano River Union -- and 
membership in the Economic Community of West African States -- 
ECOWAS. Also designed to enhance commerce is the proposed 
adoption of a new industrial code, reorganization of the Ports 


Authority, and continued upgrading of internal transport and 
tourism facilities. The major restraints to increased trade 
and investment are the staqnant economy and growing annual 
budget deficits. 


The relatively high level of expenditures that have increased 
the nation's debt led to imposition of external trade and 
payments restrictions. Exchange control authorization and 
import licenses must be obtained from the Bank of Sierra Leone 
and the Ministry of Trade and Industry for the majority of 
imported goods. Delays in remission of international payments 
and a scarcity of some items have created additional price 
inflation. In an effort to control the situation import duties 
are expected to be substantially increased except on basic food 
items such as fish, rice, cereal flours, wheat and vegetable 
oils. Further the government has re-activated its Price 
Control Board, reorganized the National Trading Company and 
abolished the ineffective Rice Corporation; placing 
responsibility for rice imports and distribution with the 
Sierra Leone Produce Marketing Board. 


The National Development Plan places considerable reliance upon 
the participation of foreign investment in the nation building 
process. While bilateral and multilateral assistance has been 
instrumental in the implementation of the development plan 
projects, private investment has fallen far short of 
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expectations. As the industrial sector has remained stagnant 
for a number of years,Government is now trying to stimulate 
private investment through a more dynamic inéustrial code. The 
new industrial policy drafted in 1978 by public and business 
leaders is expected to provide a standardized set of investment 
incentives for domestic industry. The reorganization of the 
Ports Authority by a new international company is beginning to 
eliminate a major obstacle to foreign commerce. The Authority 
has already reduced crime at the port of entry, improved 
a@ministrative efficiency and developed a maintenance capacity. 


Implications for American Business 


The growth of American trade and investment will depend upon 
the overall economic stability of the nation. The Uniteé 
Kingdom supplies the bulk of the country's manufactured 
imports. In recognition of this relationship the Leones had 
been tied to the Pound Sterling. In a move to correct the 
inflated value of domestic currency, the government devalued the 
Leone by five percent and removed the tie between the Leone and 
the Pound by linking the Leone to the IMF's Special Drawing 
Rights (SDRs). In 1977 the nation undertook Cebt rescheduling 
of its international obligations with its principal creditors. 
It is expected that approval of the second Stané-By Arrangement 
recently negotiated with the IMF will permit the government to 
reach agreement on further rescheduling in 1979/80. It should 
be noted parenthetically that Sierra Leone has not defaulted on 
nor rescheduled any of its obligations to the United States. 
The United States runs a sizeable trade deficit with Sierra 
Leone due to American imports of diamonds, coffee and cocoa. 
The deficit may contract as prices of Sierra Leone's exports 
fall rather than through a significant increase in American 
exports to Sierra Leone. 


Trace and commercial opportunities, particularly if the 
government can stimulate industrial investment, exist in the 
agricultural, manufacturing, and processing sectors. Despite 
the nation's heavy reliance upon imports of food, machinery, 
and manufacturing equipment, domestic industry has been 
reluctant to invest in import substitution. The proposed 
industrial development legislation provides more comprehensive 
incentives and standardized legislation should attract new 
investment. In addition, the new official emphasis upon 
agricultural development offers opportunities to American 
investors with expertise in the development of plantation 
agriculture and forestry. At present direct American 
investment is concentrated in the mining sector. The 
decreasing importance of this sector suggests, however, a 
gradual shift toward agriculture and light manufacturing. 
American investment amounts to about U.S. $35 million; U.S. $30 
million represented by Bethlehem Steel/Nord Resources and 
Government of Sierra Leone rutile mining operations. Other 
American investments include flour milling, pharmaceuticals, 
petroleum refining and distribution, and diamond exploration, 
purchasing and polishing. 
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BASIC DATA 


Area, Population, and GDP per capita 


Area 72,326 sq. kilometers (27,925 sq. miles) 
Population: Total (1976) 3.11 million 

Growth Rate 2.6 percent 

Densit Approximately 43 persons per sq. kilometer 


y 
GDP per capita (1976/78) US $220.0 


Gross Domestic Product 


~ (fiscal year July-June) 1975/76 1976/77 1977/78 1978/79 
At constant 1973/74 prices 47001 475 01 482.2 498.2 
At market prices 631.7 689.4 817.2 901.2 
Estimated rate of growth 1.1 1.5 1.7 14 
Central Government Finance 


iscal year July—sune 1975/76 1976/77 1977/78 1978/79 (est.) 


Total revenue 97.0 118.3 160.6 
Total recurrent expenditure 119.2 133.8 211.2 
Public debt changes 25 5 31.9 60.0 
Balance on current account 22.2 -15.5 -50.6 


Total Development Expenditures 38.8 34.4 630 
External financing (net 2755 S301 21-4 
Domestic financing (net 17.3 10.7 41.6 


Balance of Payments 
(calendar year) 1976 1977 1979 


Current Account (goods 
services and transfers) 62.9 -66.3 —86 2 


Capital Account ee ap 2 42.9 30.9 
Overall Balance (net —-30.8 —- 7-4 —52.7 
Rate of Inflation 1977 1979 

20% 35% 
Trade with the USA 


(calendar year) 1976 1977 1979 (est.) 


Exports to the USA* 51.0 62.0 60.0 
Imports from the USA 12.0 14.0 1561 


Sources — International lonetary Fund, Bank of Sierra Leone, American 
Embassy Freetown, and U.S. Department of Commerce, 
Rate of Exchange used for all currency conversion — Le1.00 = US $.94 


“Due to the manner in which trade statistics are calculated, diamond 
purchases made from the C.S.0. in London by U.S. buyers are 
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considered as imports from Sierra Leone. Sierra Leone, however, 
considers these diamonds as exports to Great Britian not the USA. 
U.S. Department of Commerce figures used in this report. 
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TO BE PUBLISHED NEXT JANUARY 


or 1980 U.S. 
INDUSTRIAL 
OUTLOOK 


& FIVE YEAR FORECAST 


HB A popular and inexpensive aid featuring the work of 100 industry 
specialists of the Industry and Trade Administration, U.S. Department 
of Commerce. 


a Five year forecasts and year-ahead estimates for 200 industries, un- 
der one cover. 


Latest data on shipments, employment, major developments and 
trends, analyzed in terms of the future. 


Useful for planning and helpful in day-to-day business decisions. 
HB Over 500 pages of facts and forecasts. 
To be sure you get your copy promptly, fill out and mail the coupon 


below. You will be notified when copies are available. 


Please Send an Order Form for 1980 U.S. INDUSTRIAL OUTLOOK to: 


Mail to: Office of the Ombudsman Name 
Room 3800 
U.S. Department of Commerce 
Washington, DC 20230 
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